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REVENUE DEPARTMENT][701]
Adopted and Filed

Rule making related to section 179 expensing

The Revenue Department hereby amends Chapter 40, “Determination of Net Income,” Chapter 53,
“Determination of Net Income,” and Chapter 59, “Determination of Net Income,” lowa Administrative
Code.

Legal Authority for Rule Making
This rule making is adopted under the authority provided in lowa Code section 422.68.
State or Federal Law Implemented
This rule making implements, in whole or in part, 2018 Iowa Acts, Senate File 2417.
Purpose and Summary

These rules are intended to implement 2018 Iowa Acts, Senate File 2417, which, in part, conforms
Iowa’s tax laws to recent changes to the federal deduction for expensing certain depreciable business
assets (section 179 deduction) but imposes lowa-specific limitations on that deduction for certain years.
These rules also implement the new special election available to taxpayers who receive section 179
deductions from pass-through entities under certain circumstances.

Public Comment and Changes to Rule Making

Notice of Intended Action for this rule making was published in the lowa Administrative Bulletin
on September 26, 2018, as ARC 4022C. A public hearing was held on October 17, 2018, at 9 a.m. in
the auditorium of the Wallace State Office Building, Des Moines, lowa. One person attended the public
hearing but made no comment.

The Department received several comments related to this rule making that generally fall into two
categories. The majority of these comments focused on issues related to calculating and claiming lowa
section 179 deduction amounts. The Department believes that all or most of these issues are addressed
on the updated Iowa tax forms for 2018 and that there is no need to update the rules in response to these
comments. These draft forms have already been provided to tax preparation software developers and to
the Towa Society of CPAs and will be finalized and made available to the general public soon.

The Department also received comments calling for S corporations claiming Iowa section 179
deductions at the entity level to be subject to the same $70,000 Iowa section 179 limitation as individuals
and partnerships for 2018. S corporations are subject to the $25,000 Iowa section 179 limitation
applicable to all corporations at the entity level for 2018. This is a statutory limitation. The Department
has no authority to change it through administrative rule making. This limitation applies only to section
179 expensing claimed by the S corporation at the entity level; individual shareholders in S corporations
are subject to the higher $70,000 Iowa limitation. Under the statute, the lowa section 179 limitations
are the same for all taxpayers beginning in tax year 2019. In order to ensure clarity on this issue in the
adopted rules, several references to “corporations” have been modified in order to illustrate that such
references include both C corporations and S corporations.

Upon review of the Notice of Intended Action, it came to the Department’s attention that the charts
showing the applicable section 179 limitations by year in each of the three rules included in the Notice
contained a reference to “trusts and estates.” This reference is unnecessary, because trusts and estates
are not permitted to claim section 179 expensing deductions for either federal or lowa purposes. These
references have been removed from the adopted rules to avoid confusion. There were also two incorrect
cross references found in the examples in subparagraphs 53.23(2)“e”(2) and 59.24(2)*“e”(2) that have
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been updated to correctly refer to paragraph 40.65(2)“e”(1)“1.” Except for the changes noted in these
paragraphs, these rules are identical to those published under Notice.

Adoption of Rule Making
This rule making was adopted by the Department on October 31, 2018.
Fiscal Impact

These rules have no known fiscal impact beyond that of the legislation they are intended to implement.
The fiscal impact statement is available from the Department upon request.

Jobs Impact
After analysis and review of this rule making, no impact on jobs has been found.
Waivers

Any person who believes that the application of the discretionary provisions of this rule making would
result in hardship or injustice to that person may petition the Department for a waiver of the discretionary
provisions, if any, pursuant to rule 701—7.28(17A).

Review by Administrative Rules Review Committee

The Administrative Rules Review Committee, a bipartisan legislative committee which oversees rule
making by executive branch agencies, may, on its own motion or on written request by any individual or
group, review this rule making at its regular monthly meeting or at a special meeting. The Committee’s
meetings are open to the public, and interested persons may be heard as provided in Iowa Code section
17A.8(6).

Effective Date
This rule making will become effective on December 26, 2018.

The following rule-making actions are adopted:

ITEM 1. Rescind rule 701—40.65(422) and adopt the following new rule in lieu thereof:

701—40.65(422) Section 179 expensing.

40.65(1) In general. lowa taxpayers who elect to expense certain depreciable business assets in the
year the assets were placed in service under Section 179 of the Internal Revenue Code must also expense
those same assets for lowa income tax purposes in that year. However, for certain years, the lowa
limitations on this deduction are different from the federal limitations for the same year. This means
that for some tax years, adjustments are required to determine the correct lowa section 179 expensing
deduction, as described in this rule.

40.65(2) Claiming the deduction.

a. Timing and requirement to follow federal election. A taxpayer who takes a federal section 179
deduction must also take the deduction for the same asset in the same year for lowa purposes, except
as expressly provided by Iowa law or this rule. A taxpayer who takes a federal section 179 deduction
is not permitted to opt out of taking the same deduction for lowa purposes. A taxpayer who does not
take a federal section 179 deduction on a specific qualifying asset is not permitted to take a section 179
deduction for lowa purposes on that asset.

b.  Qualifying for the deduction. Whether a specific business asset qualifies for a section 179
deduction is determined by the Internal Revenue Code (Title 26, U.S. Code) and applicable federal
regulations for both federal and lowa purposes.

c.  Amount of the lowa deduction. Generally, the lowa deduction must equal the amount of
the federal deduction taken for the same asset in the same year, subject to special lowa limitations.
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The following chart provides a comparison of the Iowa and federal section 179 dollar limitations
and reduction limitations. For tax years beginning on or after January 1, 2018, and before January
1, 2019, the Iowa limitations applicable to individuals and corporations are not the same; see rule
701—53.23(422) for the section 179 limitations imposed on corporations (both C and S corporations)
and other entities subject to the corporate income tax, and see rule 701—59.24(422) for the section 179
limitations imposed on financial institutions subject to the franchise tax.

Section 179 Deduction Allowances Under Federal and lowa Law

Federal Iowa
Tax Year Dollar Limitation Reduction Limitation | Dollar Limitation Reduction Limitation
2003 $ 100,000 $ 400,000 $ 100,000 $ 400,000
2004 102,000 410,000 102,000 410,000
2005 105,000 420,000 105,000 420,000
2006 108,000 430,000 108,000 430,000
2007 125,000 500,000 125,000 500,000
2008 250,000 800,000 250,000 800,000
2009 250,000 800,000 133,000 530,000
2010 500,000 2,000,000 500,000 2,000,000
2011 500,000 2,000,000 500,000 2,000,000
2012 500,000 2,000,000 500,000 2,000,000
2013 500,000 2,000,000 500,000 2,000,000
2014 500,000 2,000,000 500,000 2,000,000
2015 500,000 2,000,000 500,000 2,000,000
2016 500,000 2,010,000 25,000 200,000
2017 510,000 2,030,000 25,000 200,000
2018 1,000,000 2,500,000 70,000* 280,000
2019 Indexed amount Indexed amount 100,000 400,000

unknown as of 8/2/18 | unknown as of 8/2/18
2020 and later Iowa limitations are the same as federal
* The Iowa limitations for 2018 are applicable to individuals and pass-through entities other than corporations or
financial institutions. For ITowa limitations applicable to corporations (both C and S corporations) and entities subject
to the corporate income tax, or to financial institutions subject to the franchise tax, see rules 701—53.23(422) and
701—59.24(422), respectively.

d.  Reduction. Both the federal and the lowa deductions for section 179 assets are reduced (phased
out dollar for dollar) for taxpayers whose total section 179 assets placed in service during a given year
cost more than the amount specified (reduction limitation) for that year. Like the deduction limitation,
the Towa and federal reduction limitations are different for certain years. See paragraph 40.65(2) “c” for
applicable limitations.

ExaMPLE: Taxpayer purchases $400,000 worth of qualifying section 179 assets and places all of
them in service in 2018. Taxpayer claims a section 179 deduction of $400,000 for the full cost of the
assets on the 2018 federal return. The Iowa section 179 deduction for 2018 is phased out dollar for
dollar by the amount of section 179 assets placed in service in excess of $280,000. This means that, for
2018, the lowa deduction is fully phased out if the taxpayer placed in service section 179 assets that cost,
in total, more than $350,000. Since the cost of the qualifying assets in this example exceeds the lowa
section 179 phase-out limit, the taxpayer cannot claim any section 179 deduction on the lowa return.
However, the taxpayer may depreciate the entire cost of the assets for lowa purposes.

e.  Amounts in excess of the lowa limits.

(1) Recovering the excess. Due to the differences between the Iowa and federal limitations for
certain years, taxpayers may have a federal section 179 deduction that exceeds the amount allowed
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for Towa purposes. This excess amount is handled in different ways depending on the source of the
deduction.

1.  Assets placed in service by the taxpayer or entity reporting the deduction. The cost of any
section 179 assets placed in service by the taxpayer in excess of the lowa limitation for a given year
may be recovered through regular depreciation under Section 168 of the Internal Revenue Code, without
regard to bonus depreciation under Section 168(k). The lowa section 179 and depreciation deductions
and any basis adjustments resulting from the difference in timing of the recovery between lowa and
federal law are calculated and tracked on forms made available on the department’s website.

ExAMPLE: Taxpayer purchases a $100,000 piece of equipment and places it in service in 2018.
Taxpayer claims a section 179 deduction of $100,000 for the full cost of the equipment on the 2018
federal return. Taxpayer is also required to claim a section 179 deduction of $70,000 on the 2018 ITowa
return (the full amount of the federal deduction up to the lowa limit). The taxpayer can depreciate the
remaining $30,000 cost of the equipment for Iowa purposes.

2. Special election for assets placed in service by a pass-through entity when the section 179
deduction is claimed by the owner of that pass-through. See subrule 40.65(3) for information on a special
election available to certain owners of pass-through entities related to any section 179 deductions passed
through from a partnership or other entity that, in the aggregate, exceed the lowa limitations.

(2) Application of limitation to pass-throughs. In the case of pass-through entities, section 179
limitations apply at both the entity level and the owner level. Pass-through entities that are required to
file an Iowa return and that actually place section 179 assets in service should follow 40.65(2) “e ”’(1)“1”
to account for any assets for which the total federal section 179 deductions for a given year exceeded
the Iowa limitation. Owners of pass-throughs receiving section 179 deductions from one or more
pass-throughs that, in the aggregate, exceed the lowa limitations should follow 40.65(2) “e ”(1)“2.”

EXAMPLE: Partner A (an individual and an lowa resident) owns 50 percent interests in each of three
partnerships: C, D, and E. Partnership C does business exclusively in lowa, places $200,000 worth of
section 179 assets in service during tax year 2019 and claims a federal section 179 deduction for the
full cost of the assets. Because C is required to file an Iowa partnership return, C is subject to the
Iowa section 179 limitations for 2019 and must adjust its lowa section 179 deduction as provided in
40.65(2) “e”’(1)“1.” C passes 50 percent of its section 179 deduction ($100,000 for federal purposes,
$50,000 for Towa purposes) through to A. A also receives $50,000 each in section 179 deductions from
D and E, for a total of $150,000 in section 179 deductions (for Iowa purposes) in 2019. A is subject to
the $100,000 Iowa section 179 deduction limitation for 2019, but because A received total section 179
deductions from one or more pass-throughs in excess of the 2019 Iowa limitation, A is eligible for the
special election referenced in 40.65(2) “e ”(1)“2.”

1~ Income limitation. The Iowa section 179 deduction for any given year is limited to the
taxpayer’s income from active conduct in a trade or business in the same manner that the section
179 deduction is limited for federal purposes. If an allowable Iowa section 179 deduction exceeds
the taxpayer’s business income for a given year, any excess may be carried forward as described in
paragraph 40.65(2) “g.”

g Carryforward. This paragraph applies only to amounts that do not exceed the lowa section 179
deduction limitations for a given year but do exceed the taxpayer’s business income for that year. As
with the federal deduction, allowable Iowa section 179 deductions claimed in a given year that exceed
a taxpayer’s business income may be carried forward and claimed in future years. This carryforward,
if any, is calculated using only amounts up to the Iowa limit. Any federal section 179 deduction the
taxpayer claimed in excess of the Iowa limit is not an lowa section 179 deduction and therefore is not
eligible for the carryforward described in this paragraph. Such amounts must instead be recovered as
described in paragraph 40.65(2) “e, ” or in subrule 40.65(3) for taxpayers receiving the deduction from
one or more pass-through entities and making the special election as described in that subrule.

ExAMPLE: Taxpayer purchases a $100,000 piece of equipment and places it in service in 2019.
Taxpayer claims a section 179 deduction of $100,000 for the full cost of the equipment on the 2019
federal return. Taxpayer is also required to claim a section 179 deduction of $100,000 on the 2019
Iowa return (because the federal deduction is equal to the Iowa limit for the year, the lowa and federal
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deductions are the same). However, the taxpayer has only $50,000 in business income for 2019, so the
allowable deduction for that year is limited to $50,000. The remaining $50,000 may be carried forward
and applied as a section 179 deduction (subject to all limitations) in 2020, and in any future years until
the amount is fully deducted.

h.  Differences in basis. lowa adjustments for differences between the lowa and federal section
179 deduction limitations may cause the taxpayer to have a different basis in the same asset for lowa
and federal purposes. Taxpayers are required to use forms made available on the department’s website
to calculate and track these differences.

40.65(3) Section 179 deduction received from a pass-through entity. In some cases, an individual or
entity that receives income from one or more pass-through entities may receive a section 179 deduction in
excess of the Iowa deduction limitation listed in paragraph 40.65(2) “c” for a given year. The individual
or entity may be eligible for a special election with regard to that excess section 179 deduction, as
described in this subrule.

a. Tax years beginning before January 1, 2018. For tax years beginning before January 1, 2018,
the amount of any section 179 deduction received in excess of the lowa deduction limitation for that year
is not eligible for the special election.

b.  Special election available for tax years 2018 and 2019. For tax years beginning on or after
January 1, 2018, but before January 1, 2020, an individual or entity, other than a corporation (both C and
S corporations) or an entity subject to the corporate income tax or franchise tax, that receives a section 179
deduction from one or more pass-through entities in excess of the lowa deduction limitation for that tax
year may elect to deduct the excess in future years, as described in this subrule. See rule 701—53.23(422)
for special rules applicable to corporations (both C and S corporations) and other entities subject to the
corporate income tax, and see rule 701—59.24(422) for special rules applicable to financial institutions
subject to the franchise tax.

(1) This special election applies only to section 179 deductions passed through to the individual or
entity by one or more other entities.

(2) If the total lowa section 179 deduction passed through to the individual or entity exceeds the
federal section 179 deduction limitation for that year, the individual or entity may only use the amount
up to the federal limitation when calculating the deduction under this election. Any amount in excess of
the federal limitation shall not be deducted for lowa purposes.

c.  Section 179 assets of an individual or entity. An individual or entity that makes the special
election may not claim an lowa section 179 deduction for any assets the individual or entity placed in
service during the same year but must instead depreciate such assets using the modified accelerated cost
recovery system (MACRS) without regard to bonus depreciation under Section 168(k) of the Internal
Revenue Code. To the extent the individual or entity claimed a federal section 179 deduction on those
assets, the lowa depreciation deductions and any basis adjustments resulting from the difference in timing
of the recovery between lowa law and federal law are calculated and tracked on forms made available
on the department’s website.

EXAMPLE: A is a sole proprietor who places in service $20,000 worth of section 179 assets in tax year
2018 and claims the deduction for the full amount for federal purposes. A is also a partner in Partnership
B, an out-of-state partnership with no lowa filing obligation. Partnership B also places section 179
assets in service, properly claims a federal section 179 deduction, and passes a total of $100,000 of
that deduction through to A. For federal purposes, A has a total of $120,000 in section 179 deductions.
Because A has section 179 deductions from a pass-through that exceed the lowa limitation for the year,
A is eligible for the special election. A makes the special election and claims the maximum Iowa section
179 deduction of $70,000 on the amount passed through from Partnership B. Under the special election,
A will be allowed to deduct the remaining $30,000 passed through from Partnership B over the next five
years, as described in paragraph 40.65(3) “e.” However, because A made the special election, A will be
required to depreciate the entire $20,000 cost of the assets A placed in service as a sole proprietor.

d.  Calculating the special election. An eligible individual or entity electing to take advantage of
the special election must first add together all section 179 deductions which the individual or entity
received from all relevant pass-through entities. The individual or entity must claim an aggregate lowa
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section 179 deduction equal to the Iowa limit for the tax year. This amount must be subtracted from
the total. Whatever remains is the amount the individual or entity will be permitted to deduct (special
election deduction) in future years.

e. Special election deduction.

(1) Calculation. The remaining amount from paragraph 40.65(3) “d” must be divided into five
equal shares.

(2) Claiming the special election deduction. The individual or entity may deduct one of the five
shares in each of the next five years. The dollar limitations and reduction limitations on section 179
deductions do not apply to special deduction amounts allowed over the five-year period under this
paragraph.

(3) Excess special deduction. The special election deduction for a given year is limited to the
taxpayer’s business income for that year. Any excess may be carried forward to future years. Any
amounts carried forward under this subparagraph shall be added to, and treated in the same manner as,
regular lowa section 179 deduction carryforwards as described in paragraph 40.65(2) “g.”

EXAMPLE: A is an lowa resident who is a partner in a partnership that does not do business in lowa. In
2019, the partnership passes through a $600,000 federal section 179 deduction and does not recalculate
the deduction for lowa purposes, because the partnership has no obligation to file an lowa return. A
claims an Towa section 179 deduction of $100,000 (the 2019 Towa limitation) and elects the five-year
carryforward for the rest, meaning A will be allowed to take a $100,000 Towa deduction in each of the
next five years.

In 2020, A is eligible for the $100,000 deduction carried forward under the election, but A only has
$50,000 in business income. The deduction is limited to business income, so A can only use $50,000
of the deduction in this year. However, A will be permitted to treat the excess $50,000 as a section 179
carryforward and use it to offset business income in future years until the deduction is used up.

f- Basis. The individual’s or entity’s basis in the pass-through entity assets is adjusted by the full
amount of the section 179 deduction passed through in the year that the section 179 deduction is received
and is therefore the same for both lowa and federal purposes.

g Later tax years. For tax years beginning on or after January 1, 2020, lowa fully conforms to
the federal section 179 deduction and special Iowa treatment for excess section 179 deductions received
from pass-throughs is not available.

This rule is intended to implement Iowa Code section 422.7 as amended by 2018 lowa Acts, Senate
File 2417.

ITEM 2. Rescind rule 701—53.23(422) and adopt the following new rule in lieu thereof:

701—53.23(422) Section 179 expensing.

53.23(1) In general. lowa taxpayers that elect to expense certain depreciable business assets in the
year the assets were placed in service under section 179 of the Internal Revenue Code must also expense
those same assets for lowa income tax purposes in that year. However, for certain years, the lowa
limitations on this deduction are different from the federal limitations for the same year. This means
that for some tax years, adjustments are required to determine the correct lowa section 179 expensing
deduction, as described in this rule.

53.23(2) Claiming the deduction.

a. Timing and requirement to follow federal election. A taxpayer that takes a federal section 179
deduction must also take the deduction for the same asset in the same year for lowa purposes, except
as expressly provided by lowa law or this rule. A taxpayer that takes a federal section 179 deduction
is not permitted to opt out of taking the same deduction for lowa purposes. A taxpayer that does not
take a federal section 179 deduction on a specific qualifying asset is not permitted to take a section 179
deduction for lowa purposes on that asset.

b.  Qualifying for the deduction. Whether a specific business asset qualifies for a section 179
deduction is determined by the Internal Revenue Code (Title 26, U.S. Code) and applicable federal
regulations for both federal and lowa purposes.


https://www.legis.iowa.gov/docs/ico/section/2018/422.7.pdf

c.  Amount of the lowa deduction. Generally, the lowa deduction must equal the amount of the
federal deduction taken for the same asset in the same year, subject to special lowa limitations. The
following chart provides a comparison of the lowa and federal section 179 dollar limitations and
reduction limitations. For tax years beginning on or after January 1, 2018, and before January 1, 2019,
the Iowa limitations applicable to corporations (both C and S corporations) and other entities subject to
the corporate income tax and to financial institutions subject to the franchise tax are not the same as the
limitations applicable to individuals and other entities; see rule 701—40.65(422) for the section 179
limitations imposed on individuals and other noncorporate entities, and see rule 701—59.24(422) for
the section 179 limitations subject to financial institutions subject to the franchise tax.

Section 179 Deduction Allowances Under Federal and Iowa Law

Federal Iowa
Tax Year Dollar Limitation Reduction Limitation | Dollar Limitation Reduction Limitation
2003 $ 100,000 $ 400,000 $ 100,000 $ 400,000
2004 102,000 410,000 102,000 410,000
2005 105,000 420,000 105,000 420,000
2006 108,000 430,000 108,000 430,000
2007 125,000 500,000 125,000 500,000
2008 250,000 800,000 250,000 800,000
2009 250,000 800,000 133,000 530,000
2010 500,000 2,000,000 500,000 2,000,000
2011 500,000 2,000,000 500,000 2,000,000
2012 500,000 2,000,000 500,000 2,000,000
2013 500,000 2,000,000 500,000 2,000,000
2014 500,000 2,000,000 500,000 2,000,000
2015 500,000 2,000,000 500,000 2,000,000
2016 500,000 2,010,000 25,000 200,000
2017 510,000 2,030,000 25,000 200,000
2018 1,000,000 2,500,000 25,000* 200,000
2019 Indexed amount Indexed amount 100,000 400,000

unknown as of 8/2/18 | unknown as of 8/2/18
2020 and later Iowa limitations are the same as federal
* The Iowa limitations for 2018 are applicable to corporations (both C and S corporations), entities subject to the
corporate income tax, and financial institutions subject to the franchise tax. For lowa limitations applicable to
individuals and pass-through entities which are not corporations, see rule 701—40.65(422).

d.  Reduction. Both the federal and the lowa deductions for section 179 assets are reduced (phased
out dollar for dollar) for taxpayers whose total section 179 assets placed in service during a given year
cost more than the amount specified (reduction limitation) for that year. Like the deduction limitation,
the Iowa and federal reduction limitations are different for certain years. See paragraph 53.23(2)“c” for
applicable limitations.

EXAMPLE: Taxpayer, a corporation, purchases $400,000 worth of qualifying section 179 assets and
places all of them in service in 2018. Taxpayer claims a section 179 deduction of $400,000 for the full
cost of the assets on the 2018 federal return. For corporations, the lowa section 179 deduction for 2018 is
phased out dollar for dollar by the amount of section 179 assets placed in service in excess of $200,000.
This means that, for 2018, the lowa deduction is fully phased out if the taxpayer placed in service section
179 assets that cost, in total, more than $225,000. Since the cost of the qualifying assets in this example
exceeds the Iowa section 179 phase-out limit, the taxpayer cannot claim any section 179 deduction on
the Iowa return. However, the taxpayer may depreciate the entire cost of the assets for [owa purposes.

e. Amounts in excess of the lowa limits.



(1) Recovering the excess. Due to the differences between the Iowa and federal limitations for
certain years, taxpayers may have a federal section 179 deduction that exceeds the amount allowed
for lowa purposes. This excess amount is handled in different ways depending on the source of the
deduction.

1. Assets placed in service by the taxpayer or entity reporting the deduction. The cost of any
section 179 assets placed in service by the taxpayer in excess of the lowa limitation for a given year
may be recovered through regular depreciation under Section 168 of the Internal Revenue Code, without
regard to bonus depreciation under Section 168(k). The Iowa section 179 and depreciation deductions
and any basis adjustments resulting from the difference in timing of the recovery between Iowa and
federal law are calculated and tracked on forms made available on the department’s website.

EXAMPLE: Taxpayer, a corporation, purchases a $100,000 piece of equipment and places it in service
in 2018. Taxpayer claims a section 179 deduction of $100,000 for the full cost of the equipment on the
2018 federal return. Taxpayer is also required to claim a section 179 deduction of $25,000 on the 2018
Iowa return (the full amount of the federal deduction up to the lowa limit for corporations for 2018). The
taxpayer can depreciate the remaining $75,000 cost of the equipment for lowa purposes.

2. Special election for assets placed in service by a pass-through entity when the section 179
deduction is claimed by an owner of that pass-through. See subrule 53.23(3) for information on a special
election available to certain owners of pass-through entities related to any section 179 deductions passed
through from a partnership or other entity that, in the aggregate, exceed the Iowa limitations.

(2) Special information for pass-throughs. In the case of pass-through entities, section 179
limitations apply at both the entity level and the owner level. Pass-through entities that are required to
file an Iowa return and that actually place section 179 assets in service should follow 53.23(2) “e ”’(1)“1”
to account for any assets for which the total federal section 179 deductions for a given year exceeded
the Iowa limitation. Owners of pass-throughs receiving section 179 deductions from one or more
pass-throughs that, in the aggregate, exceed the lowa limitations should follow 53.23(2) “e”(1)“2.”

EXAMPLE: A, Inc. (a corporation doing business exclusively in lowa) owns 50 percent interests in
each of three partnerships: C, D, and E. Partnership C, which also does business exclusively in lowa,
places $200,000 worth of section 179 assets in service during tax year 2019 and claims a federal section
179 deduction for the full cost of the assets. Because C is required to file an lowa partnership return, C
is subject to the lowa section 179 limitations for 2019 and must adjust its [owa section 179 deduction as
provided in 40.65(2) “e ’(1)*“1.” C passes through 50 percent of its section 179 deduction ($100,000 for
federal purposes, $50,000 for lowa purposes) to A, Inc. A, Inc. also receives $50,000 each in section
179 deductions from D and E, for a total of $150,000 in section 179 deductions (for lowa purposes) in
2019. A, Inc. is subject to the $100,000 Iowa section 179 deduction limitation for 2019, but because A,
Inc. received total section 179 deductions from one or more pass-throughs in excess of the 2019 Iowa
limitation, A, Inc. is eligible for the special election referenced in 53.23(2) “e ’(1)*2.”

f Income limitation. The lowa section 179 deduction for any given year is limited to the
taxpayer’s income from active conduct in a trade or business in the same manner that the section 179
deduction is limited for federal purposes. If an allowable lowa section 179 deduction exceeds the
taxpayer’s business income for a given year, any excess allowable lowa section 179 deduction may be
carried forward as described in paragraph 53.23(2)“g.”

g Carryforward. This paragraph applies only to amounts that do not exceed the lowa section 179
deduction limitations for a given year but do exceed the taxpayer’s business income for that year. As
with the federal deduction, allowable Iowa section 179 deductions claimed in a given year that exceed
a taxpayer’s business income may be carried forward and claimed in future years. This carryforward,
if any, is calculated using only amounts up to the Iowa limit. Any federal section 179 deduction the
taxpayer claimed in excess of the Iowa limit is not an lowa section 179 deduction and therefore is not
eligible for the carryforward described in this paragraph. Such amounts must instead be recovered as
described in paragraph 53.23(2) “e, ” or in subrule 53.23(3) for taxpayers receiving the deduction from
one or more pass-through entities and making the special election as described in that subrule.

h.  Difference in basis. lowa adjustments for differences between the lowa and federal section 179
deduction limitations may cause the taxpayer to have a different basis in the same asset for lowa and
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federal purposes. Taxpayers are required to use forms made available on the department’s website to
calculate and track these differences.

53.23(3) Section 179 deduction received from a pass-through entity. In some cases, an entity that
receives income from one or more pass-through entities may receive a section 179 deduction in excess of
the lowa deduction limitation listed in paragraph 53.23(2) “c” for a given year. The entity may be eligible
for a special election with regard to that excess section 179 deduction, as described in this subrule.

a. Tax years beginning before January 1, 2019. For tax years beginning before January 1, 2019,
the amount of any section 179 deduction received by a corporation (both C and S corporations) or an
entity subject to the corporate income tax in excess of the lowa deduction limitation for that year is not
eligible for the special election.

b.  Special election available for tax year 2019. For tax years beginning on or after January 1,
2019, but before January 1, 2020, a corporation (both C and S corporations) or an entity subject to the
corporate income tax that receives a section 179 deduction from one or more pass-through entities in
excess of the lowa deduction limitation for that tax year may elect to deduct the excess in future years, as
described in this subrule. See rule 701—40.65(422) for special rules applicable to individuals and other
noncorporate entities, and see rule 701—59.24(422) for special rules applicable to financial institutions
subject to the franchise tax.

(1) This special election applies only to section 179 deductions passed through to the corporation
or entity subject to the corporate income tax by one or more other entities.

(2) Ifthe total Iowa section 179 deduction passed through to the corporation or entity subject to the
corporate income tax exceeds the federal section 179 deduction limitation for that year, the corporation
or other entity may only use the amount up to the federal limitation when calculating the deduction under
this election. Any amount in excess of the federal limitation shall not be deducted for lowa purposes.

c.  Section 179 assets of a corporation or entity subject to the corporate income tax. A corporation
or entity subject to the corporate income tax that makes this special election may not claim an lowa
section 179 deduction for any assets the corporation or entity placed in service during the same year
but must instead depreciate such assets using the modified accelerated cost recovery system (MACRS)
without regard to bonus depreciation under Section 168(k) of the Internal Revenue Code. To the extent
the corporation or entity claimed a federal section 179 deduction on those assets, the lowa depreciation
deductions and any basis adjustments resulting from the difference in timing of the recovery between
Iowa law and federal law are calculated and tracked on forms made available on the department’s website.

EXAMPLE: A, Inc., a corporation doing business in lowa, places in service $20,000 worth of section
179 assets in tax year 2019 and claims the deduction for the full amount for federal purposes. A, Inc. is
also a member of B, LLC, an entity that has elected to be taxed as a partnership for federal purposes and
does not do any business in lowa. B, LLC also places section 179 assets in service, properly claims a
federal section 179 deduction, and passes a total of $150,000 of that deduction through to A, Inc. For
federal purposes, A, Inc. has a total of $170,000 in section 179 deductions. Because A, Inc. has section
179 deductions from a pass-through that exceed the Iowa limitation for 2019, A, Inc. is eligible for the
special election. A, Inc. makes the special election and claims the maximum Iowa section 179 deduction
of $100,000 on the amount passed through from B, LLC. Under the special election, A, Inc. will be
allowed to deduct the remaining $50,000 passed through from B, LLC over the next five years, as
described in paragraph 53.23(3) “e.” However, because A, Inc. made the special election, A, Inc. will
be required to depreciate the entire $20,000 cost of the assets A, Inc. placed in service in 2019.

d.  Calculating the special election. A corporation or other entity subject to the corporate income
tax that elects to take advantage of the special election must first add together all section 179 deductions
which the corporation or other entity received from all relevant pass-through entities. The corporation
or other entity must claim an aggregate Iowa section 179 deduction equal to the Iowa limit for the tax
year. This amount must be subtracted from the total. Whatever remains is the amount the corporation or
other entity will be permitted to deduct (special election deduction) in future years.

e. Special election deduction.

(1) Calculation. The remaining amount from paragraph 53.23(3) “d”” must be separated into five
equal shares.
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(2) Claiming the special election deduction. The corporation or other entity may deduct one of the
five shares in each of the next five years. The dollar limitations and reduction limitations on section
179 deductions do not apply to special deduction amounts allowed over the five-year period under this
paragraph.

(3) Excess special deduction. The special election deduction for a given year is limited to the
taxpayer’s business income for that year. Any excess may be carried forward to future years. Any
amounts carried forward under this subparagraph shall be added to, and treated in the same manner as,
regular lowa section 179 deduction carryforwards as described in paragraph 53.23(2) “g.”

EXAMPLE: D, Inc., a corporation doing business in lowa, is a partner in a partnership that does not do
business in Towa. In 2019, the partnership passes through a $600,000 federal section 179 deduction and
does not recalculate the deduction for lowa purposes because the partnership has no obligation to file an
Iowa return. D, Inc. claims an Iowa section 179 deduction of $100,000 (the 2019 Iowa limitation) and
elects the five-year carryforward for the rest, meaning the corporation will be allowed to take a $100,000
Iowa deduction in each of the next five years.

In 2020, D, Inc. is eligible for the $100,000 deduction carried forward under the election, but the
corporation only has $50,000 in business income. The deduction is limited to business income, so the
corporation can only use $50,000 of the deduction in this year. However, D, Inc. will be permitted to
treat the excess $50,000 as a section 179 carryforward and use it to offset business income in future years
until the deduction is used up.

f- Basis. The individual’s or entity’s basis in the pass-through entity assets is adjusted by the full
amount of the section 179 deduction passed through in the year that the section 179 deduction is received
and is therefore the same for both lowa and federal purposes.

g Later tax years. For tax years beginning on or after January 1, 2020, lowa fully conforms to
the federal section 179 deduction and special lowa treatment for excess section 179 deductions received
from pass-throughs is not available.

This rule is intended to implement lowa Code section 422.35 as amended by 2018 Iowa Acts, Senate
File 2417.

ITEM 3. Rescind rule 701—59.24(422) and adopt the following new rule in lieu thereof:

701—59.24(422) Section 179 expensing.

59.24(1) In general. lowa taxpayers that elect to expense certain depreciable business assets in the
year the assets were placed in service under Section 179 of the Internal Revenue Code must also expense
those same assets for lowa income tax purposes in that year. However, for certain years, the lowa
limitations on this deduction are different from the federal limitations for the same year. This means
that for some tax years, adjustments are required to determine the correct lowa section 179 expensing
deduction, as described in this rule.

59.24(2) Claiming the deduction.

a. Timing and requirement to follow federal election. A taxpayer that takes a federal section 179
deduction must also take the deduction for the same asset in the same year for lowa purposes, except
as expressly provided by lowa law or this rule. A taxpayer that takes a federal section 179 deduction
is not permitted to opt out of taking the same deduction for lowa purposes. A taxpayer that does not
take a federal section 179 deduction on a specific qualifying asset is not permitted to take a section 179
deduction for lowa purposes on that asset.

b.  Qualifying for the deduction. Whether a specific business asset qualifies for a section 179
deduction is determined by the Internal Revenue Code (Title 26, U.S. Code) and applicable federal
regulations for both federal and lowa purposes.

c.  Amount of the lowa deduction. Generally, the lowa deduction must equal the amount of the
federal deduction taken for the same asset in the same year, subject to special lowa limitations. The
following chart provides a comparison of the Iowa and federal section 179 dollar limitations and
reduction limitations. For tax years beginning on or after January 1, 2018, and before January 1, 2019,
the Towa limitations applicable to financial institutions subject to the franchise tax and to corporations
(both C and S corporations) and other entities subject to the corporate income tax are not the same as
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the limitations applicable to individuals and other entities; see rule 701—40.65(422) for the section
179 limitations imposed on individuals and other noncorporate entities, and see rule 701—53.23(422)
for the section 179 limitations imposed on corporations (both C and S corporations) and other entities
subject to the corporate income tax.

Section 179 Deduction Allowances Under Federal and Iowa Law

Federal Iowa
Tax Year Dollar Limitation Reduction Limitation | Dollar Limitation Reduction Limitation
2003 $ 100,000 $ 400,000 $ 100,000 $ 400,000
2004 102,000 410,000 102,000 410,000
2005 105,000 420,000 105,000 420,000
2006 108,000 430,000 108,000 430,000
2007 125,000 500,000 125,000 500,000
2008 250,000 800,000 250,000 800,000
2009 250,000 800,000 133,000 530,000
2010 500,000 2,000,000 500,000 2,000,000
2011 500,000 2,000,000 500,000 2,000,000
2012 500,000 2,000,000 500,000 2,000,000
2013 500,000 2,000,000 500,000 2,000,000
2014 500,000 2,000,000 500,000 2,000,000
2015 500,000 2,000,000 500,000 2,000,000
2016 500,000 2,010,000 25,000 200,000
2017 510,000 2,030,000 25,000 200,000
2018 1,000,000 2,500,000 25,000* 200,000
2019 Indexed amount Indexed amount 100,000 400,000

unknown as of 8/2/18 | unknown as of 8/2/18
2020 and later Iowa limitations are the same as federal
* These lowa limitations for 2018 are applicable to financial institutions subject to the franchise tax, corporations
(both C and S corporations), and entities subject to the corporate income tax. For lowa limitations applicable to
individuals and pass-through entities which are not financial institutions or corporations, see rule 701—40.65(422).

d.  Reduction. Both the federal and the lowa deductions for section 179 assets are reduced (phased
out dollar for dollar) for taxpayers whose total section 179 assets placed in service during a given year
cost more than the amount specified (reduction limitation) for that year. Like the deduction limitation,
the Iowa and federal reduction limitations are different for certain years. See paragraph 59.24(2) “c” for
applicable limitations.

ExaMPLE: Taxpayer, a financial institution doing business in lowa, purchases $400,000 worth of
qualifying section 179 assets and places all of them in service in 2018. Taxpayer claims a section 179
deduction of $400,000 for the full cost of the assets on the 2018 federal return. For financial institutions,
the Iowa section 179 deduction for 2018 is phased out dollar for dollar by the amount of section 179
assets placed in service in excess of $200,000. This means that for 2018, the Iowa deduction is fully
phased out if the taxpayer placed in service section 179 assets that cost, in total, more than $225,000.
Since the cost of the qualifying assets in this example exceeds the lowa section 179 phase-out limit,
the taxpayer cannot claim any section 179 deduction on the lowa return. However, the taxpayer may
depreciate the entire cost of the assets for lowa purposes.

e. Amounts in excess of the lowa limits.

(1) Recovering the excess. Due to the differences between the Iowa and federal limitations for
certain years, taxpayers may have a federal section 179 deduction that exceeds the amount allowed
for Towa purposes. This excess amount is handled in different ways depending on the source of the
deduction.
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1. Assets placed in service by the taxpayer or entity reporting the deduction. The cost of any
section 179 assets placed in service by the taxpayer in excess of the Iowa limitation for a given year
may be recovered through regular depreciation under Section 168 of the Internal Revenue Code, without
regard to bonus depreciation under Section 168(k). The lowa section 179 and depreciation deductions
and any basis adjustments resulting from the difference in timing of the recovery between lowa and
federal law are calculated and tracked on forms made available on the department’s website.

ExaMPLE: Taxpayer, a financial institution doing business in lowa, purchases a $100,000 piece of
equipment and places it in service in 2018. Taxpayer claims a section 179 deduction of $100,000 for the
full cost of the equipment on the 2018 federal return. Taxpayer is also required to claim a section 179
deduction of $25,000 on the 2018 Iowa return (the full amount of the federal deduction up to the Towa
limit for financial institutions for 2018). The taxpayer can depreciate the remaining $75,000 cost of the
equipment for lowa purposes.

2. Special election for assets placed in service by a pass-through entity when the section 179
deduction is claimed by an owner of that pass-through. See subrule 59.24(3) for information on a special
election available to certain owners of pass-through entities related to any section 179 deductions passed
through from a partnership or other entity that, in the aggregate, exceed the lowa limitations.

(2) Special information for pass-throughs. In the case of pass-through entities, section 179
limitations apply at both the entity level and the owner level. Pass-through entities that are required to
file an Towa return and that actually place section 179 assets in service should follow 59.24(2) “e”’(1)“1”
to account for any assets for which the total federal section 179 deductions for a given year exceeded
the Iowa limitation. Owners of pass-throughs receiving section 179 deductions from one or more
pass-throughs that, in the aggregate, exceed the lowa limitations should follow 59.24(2) “e”(1)“2.”

EXAMPLE: Bank A (a financial institution doing business exclusively in lowa) owns 50 percent
interests in each of three partnerships: C, D, and E. Partnership C, which also does business exclusively
in Iowa, places $200,000 worth of section 179 assets in service during tax year 2019 and claims a federal
section 179 deduction for the full cost of the assets. Because C is required to file an lowa partnership
return, C is subject to the lowa section 179 limitations for 2019 and must adjust its lowa section 179
deduction as provided in 40.65(2) “e”’(1)“1.” C passes through 50 percent of its section 179 deduction
($100,000 for federal purposes, $50,000 for Iowa purposes) to Bank A. Bank A also receives $50,000
each in section 179 deductions from D and E, for a total of $150,000 in section 179 deductions (for lowa
purposes) in 2019. Bank A is subject to the $100,000 Iowa section 179 deduction limitation for 2019,
but because Bank A received total section 179 deductions from one or more pass-throughs in excess of
the 2019 Iowa limitation, Bank A is eligible for the special election referenced in 59.24(2) “e”(1)*2.”

1~ Income limitation. The lowa section 179 deduction for any given year is limited to the
taxpayer’s income from active conduct in a trade or business in the same manner that the section 179
deduction is limited for federal purposes. If an allowable lowa section 179 deduction exceeds the
taxpayer’s business income for a given year, any excess allowable lowa section 179 deduction may be
carried forward as described in paragraph 59.24(2)“g.”

g Carryforward. This paragraph applies only to amounts that do not exceed the lowa section 179
deduction limitations for a given year but do exceed the taxpayer’s business income for that year. As
with the federal deduction, allowable Iowa section 179 deductions claimed in a given year that exceed
a taxpayer’s business income may be carried forward and claimed in future years. This carryforward,
if any, is calculated using only amounts up to the Iowa limit. Any federal section 179 deduction the
taxpayer claimed in excess of the Iowa limit is not an lowa section 179 deduction and therefore is not
eligible for the carryforward described in this paragraph. Such amounts must instead be recovered as
described in paragraph 59.24(2) “e, ” or in subrule 59.24(3) for taxpayers receiving the deduction from
one or more pass-through entities and making the special election as described in that subrule.

h.  Difference in basis. lowa adjustments for differences between the lowa and federal section 179
deduction limitations may cause the taxpayer to have a different basis in the same asset for lowa and
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federal purposes. Taxpayers are required to use forms made available on the department’s website to
calculate and track these differences.

59.24(3) Section 179 deduction received from a pass-through entity. In some cases, a financial
institution that receives income from one or more pass-through entities may receive a section 179
deduction in excess of the Iowa deduction limitation listed in paragraph 59.24(2) “c” for a given year.
The financial institution may be eligible for a special election with regard to that excess section 179
deduction, as described in this subrule.

a. Tax years beginning before January 1, 2019. For tax years beginning before January 1, 2019,
the amount of any section 179 deduction received by a financial institution subject to the franchise tax
in excess of the Jowa deduction limitation for that year is not eligible for the special election.

b.  Special election available for tax year 2019. For tax years beginning on or after January 1, 2019,
but before January 1, 2020, a financial institution subject to the franchise tax that receives a section 179
deduction from one or more pass-through entities in excess of the lowa deduction limitation for that tax
year may elect to deduct the excess in future years, as described in this subrule. See rule 701—40.65(422)
for special rules applicable to individuals and other noncorporate entities, and see rule 701—53.23(422)
for special rules applicable to corporations (both C and S corporations) and other entities subject to the
corporate income tax.

(1) This special election applies only to section 179 deductions passed through to the financial
institution by one or more other entities.

(2) If the total Iowa section 179 deduction passed through to the financial institution exceeds the
federal section 179 deduction limitation for that year, the financial institution may only use the amount
up to the federal limitation when calculating the deduction under this election. Any amount in excess of
the federal limitation shall not be deducted for lowa purposes.

c. Section 179 assets of a financial institution. A financial institution that makes this special
election may not claim an Iowa section 179 deduction for any assets the financial institution placed in
service during the same year but must instead depreciate such assets using the modified accelerated cost
recovery system (MACRS) without regard to bonus depreciation under Section 168(k) of the Internal
Revenue Code. To the extent the financial institution claimed a federal section 179 deduction on those
assets, the Iowa depreciation deductions and any basis adjustments resulting from the difference in
timing of the recovery between Iowa law and federal law are calculated and tracked on forms made
available on the department’s website.

ExAMPLE: Bank A, a financial institution doing business in lowa, places in service $20,000 worth
of section 179 assets in tax year 2019 and claims the deduction for the full amount for federal purposes.
Bank A is also a member of B, LLC, an entity that has elected to be taxed as a partnership for federal
purposes and does not do any business in lowa. B, LLC also places section 179 assets in service, properly
claims a federal section 179 deduction, and passes a total of $150,000 of that deduction through to Bank
A. For federal purposes, Bank A has a total of $170,000 in section 179 deductions. Because Bank A has
section 179 deductions from a pass-through that exceed the lowa limitation for 2019, Bank A is eligible
for the special election. Bank A makes the special election and claims the maximum Iowa section 179
deduction of $100,000 on the amount passed through from B, LLC. Under the special election, Bank A
will be allowed to deduct the remaining $50,000 passed through from B, LLC over the next five years,
as described in paragraph 59.24(3) “e.” However, because Bank A made the special election, Bank A
will be required to depreciate the entire $20,000 cost of the assets Bank A placed in service in 2019.

d.  Calculating the special election. A financial institution that elects to take advantage of the
special election must first add together all section 179 deductions which the financial institution received
from all relevant pass-through entities. The financial institution must claim an aggregate lowa section
179 deduction equal to the Iowa limit for the tax year. This amount must be subtracted from the total.
Whatever remains is the amount the financial institution will be permitted to deduct (special election
deduction) in future years.

e. Special election deduction.

(1) Calculation. This remaining amount from paragraph 59.24(3) “d” must be separated into five
equal shares.
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(2) Claiming the special election deduction. The financial institution may deduct one of the five
shares in each of the next five years. The dollar limitations and reduction limitations on section 179
deductions do not apply to special deduction amounts allowed over the five-year period under this
paragraph.

(3) Excess special deduction. The special election deduction for a given year is limited to the
taxpayer’s business income for that year. Any excess may be carried forward to future years. Any
amounts carried forward under this subparagraph shall be added to, and treated in the same manner as,
regular [owa section 179 deduction carryforwards as described in paragraph 59.24(2) “g.”

EXAMPLE: Bank D, a financial institution doing business in lowa, is a partner in a partnership that
does not do business in Iowa. In 2019, the partnership passes through a $600,000 federal section 179
deduction and does not recalculate the deduction for lowa purposes because the partnership has no
obligation to file an Iowa return. Bank D claims an Iowa section 179 deduction of $100,000 (the 2019
Iowa limitation) and elects the five-year carryforward for the rest, meaning the bank will be allowed to
take a $100,000 Iowa special election deduction in each of the next five years.

In 2020, Bank D is eligible for the $100,000 deduction carried forward under the election, but the
bank only has $50,000 in business income. The deduction is limited to business income, so the bank
can only use $50,000 of the deduction in 2020. However, Bank D will be permitted to treat the excess
$50,000 as a section 179 carryforward and use it to offset business income in future years until the
deduction is used up.

f Basis. The financial institution’s basis in the pass-through entity assets is adjusted by the full
amount of the section 179 deduction passed through in the year that the section 179 deduction is received
and is therefore the same for both lowa and federal purposes.

g Later tax years. For tax years beginning on or after January 1, 2020, lowa fully conforms to
the federal section 179 deduction and special lowa treatment for excess section 179 deductions received
from pass-throughs is not available.

This rule is intended to implement Iowa Code section 422.35 as amended by 2018 Iowa Acts, Senate
File 2417.

[Filed 10/31/18, effective 12/26/18]
[Published 11/21/18]
EDITOR’S NOTE: For replacement pages for IAC, see IAC Supplement 11/21/18.
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